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COMPTIOLLER GENENTAL OF TIHE UNITED STATES O q q L}l‘?

WASHINGTON, (G 298483

T g

The Honorable Alan Cranston = o
United States Senate w7
and

"The Honorable Gecrge L. brown, Jr,.o _
House c¢f Representatives 5P ’;éé/’/_‘\>

Lear Senator Cranston and My, Prowa:

Your joint letter of Auguzt 4, 1975, 1 Sted us to
review certain activities of the Kkecevelopmeut Agency of the
City of San Bernardino, Calilornic., As subscquently acreed 7 oo et
; - - - >, ey A0 R

cn September 17, 1975, ~ur teview was directed principelly

te the expenditure of Federal funds urder the Cevartment of

Housing and Urban Developrmert'c (HUD's) Urban Kenewal LK Kl
Program. We-develoged- infolmation ge wns cbmy'“'f > ©

—-redevelopment activitiaen of the acency, includ.ng its \\‘7
authority, Federal accictance for projects, and the
sources of fundinqg; ’

*+the obility cf the aacnev to repay 3ll Federal or

> federally guarontecd loanz outstanding wnen dug;

: ;ﬁ“he agencv's refuaneing ¢f ite debts and the prorri-
ety of the invelverent of the agency's former chair-
man, Mr. Warnez w., Hodgdor,, in this refirnancing;

Y-whether the activitirs of Mr, fdodador: or other ac-~ncy

‘ officials with reqgard to the acquisition of land were !
in vicleticn of conflict-¢cf~interest provisions . !
the contract between BUD ond the egency;

=,

<9-the amount andé sourcrs of funas the agancy sgent for
publications publicizing its redevelcoment activitiec
and

-

( 53~-the results of audita of the Central City Frojecs No.
. 1 by HUD, cur QOffice, and independent auditors. ’

We made our reviaew and related inguiries at HUD head-

cuarters, Washington, D.C,; the HUL regional office in San
Francicce, Californie; the HUD wreco office in Les Angeles,
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California; anc the Redevelopment Agency and tne city
government in S... Bernardino, Califorria,

On December 17, 1975, we provided you with an oral
briefing of the results of our review, Az requested, we
are nroviding the following synopcis of the information
presented at that briefing,

REDEVELOPMENY ACT.VITIES IN
TiE CITY GF SAJ BERNARDINO

The Redevelopment Agency of the City of San Bernardino
was crerted pursagant to the Community Redeveloonent Law of
the state of California Health and Safety Code. Anoropriate
regolutions of the San Bernardino City Council activated the
agency in 1952. The agency is an autonomous organization
whose board of directors is appointed by tne city council.
Through its board of directors, the agency may exercise
broad governmental functions and authority to accomplish its
pJarposes, including the nower of eminent domain: the power
to :13s5uc bonds and cxpend their proceeds; and the power to
acquire, sell, develop, administer, or lease proverty. The
agency may demolish buildings, clear land, and cavse to be
constrrcted certain improvements, including streets, side-
walks, and public utilities. The agency, however, may not
construct buildings, with the exception of onublic faciliries,
but must sell or lecase c¢leared proparty to redevilopers for
construction and development.

The agency was initially charged with the authority and
responsibility for tedeveloving and uograding the central
core of San Bernardino. The agency has subsequently becoume
involved in planning and implementing redeveloument projects
throughout San Bernardino.

In December 1974 the agency issued an overatll Central
City develooment plan. The plan, entitled "Plan of Deveiop-
ment~-Interim Report, San Bernardino Overall Centrval City
Area,” was formally adopted by Lhe mayor and the city
council of San Bernardino on March 17, 1975,

As set forth in the interim report, the overall Central
City consists of six project areas: Meadowbrook, Central
City Project No. 1, Central City North, Centrai City East,
Central City South, and Ceatral Citv West. Also discussed
in the interim report were two related urban development
project areas: Sen berncidino State College Projact tlo. 4
and the Southneast Tndustrial Par’ Center. The agency
regported that the Meadowbrook and Central City No. 1
projects were substentially complete, while work on the
State College and Central City North projects -re still
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underway. Redevelocment ovlans for Central City East,
Central Jity South, and Southeast Industrial Park projects
have reen formulated and are pending adoption by the city.
Redevelopment pleus for Central City West a-ce only in tne
preliminary stages, and a riuev:)lopment plan has not vyet
been fcrmulated.

Federal financial assisiance

The agency received Federal financial assistance for
the Meadowbrook, Central City No, 1, and State College proj-
ects from HUD under the authority nf title I of the Housing
Act of 1949, the enabling legislation for HUD's Urban Kanewal
Program. The Central City No. 1 project is the only redevel-
opment activity in San Bernardino currently receiving Federal
financial assistance and is expected to be comvleted by
June 30, 1976.

Central City Project Hlo. 1 is composed of 94 acres
cnvering the area of the old central business district. All
redevelopment within the project was for commercial and

public purposes, such as a shopping center and mall, a city

hall and other municival buildings, and office buildings.
The redevelopment rlan for the project was aporoved in 1965.
The Federal loan and grant contract of §12,492,000 for the
project was awarded in 1967. The contract was increacsed
through a series of amendments to $26,%09,000. The agency
begas acquiring land in 1967 and had purchased all parcels
withia the vroject area by Decemher 14972, By December 1973
all site clearance and 75 vercent of the new construction
withia the project area had been completed., As of October
1975, all but five parcels within the project area had been
resold and all new construction on rescld land had been

essentially completcd,

Final settlement of Fedrral financial support for the
Meadowbrook and State College projects was completed in May
1972 and September 1973, resvectively. The agency has not
formally requested Federal financial assictance for any of
the other glanned reacvelovment vrojects.,

The cost of the Central City No, 1, Meadowbrock, and

State College projects and the gource cof furnds for payment
of those costs are shown bhelow,

BEST DOCUMENT AVAILABLE
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Source of funds for Federal
urban renewal projects
Project Federal Local Grants- Land

Project area costs funds cash in-aid sales
(note a)
(m~mmrwm - 000 omitted ==-—=m-e—wo-- )

Central City
Project No, 1 $45,896 §$26,90> § 221 $11,036 57,730

Meadowbrook 6,846 2,116 1,205 1,019 2,506

State Collage 1,032 764 - 249 19

#r0cal noncash grants-in-aid include donated land and oublic
facilities or other improvements financed solely from city
and agency funds that were acceptea by HUD as a substitute

for the agency's cash grant-in-aid regquirement,

AGENCY'S ABILITY TO REPAY ITS
FEDERALLY GUARANTEED LOANS

The agency borrows funds on the oven market by issuing
short-term notes callsd Project Notes, which are guaranteed
by the Federal Government,

Proceeds from these federally guaranteed notes are uced
by the agency for payment of project exvenditures, such as

land acquisition, site improvenente, and administrative costs,

As of September 30, 1975, the total amount of the project
notes that mature as of July 23, 1976, was $2,722,002. con-
sisting of $2,635,000 orincival and $87,002 interest. As of
September 30, 1975, the total funds available to retire the
project notes werc made up of:

Undiscributed grant funds ' $2,818,752
Project temporary loan renayment
fund balance 2,612
Investments 159,994
Total available for repayment $2,981,358

As indicated above, svificient undistributed Federal
grant funds remain to remay the principal and intecrest on
the short-term notes meturing ic July 1976. 1In addition,
it shouid be noted that [IUD has another resource to -ssist
in the repayment of *these outstanding short-term notes.,
Section l12(a) of the Housing and Community Develooment Act
of 1974 provides that the Secretary of HUD is authorized to

eNT AVAILABLE
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apply up to 20 percent of a community's entitlement of block
grant funds to the repayment of outstanding loans made :n
connection with urban renewal projects,

AGENCY'S REFINANCING OF ITS DEBTS AND
PROPRIETY OF AGENCY OfFICIALS' IWVOLVEMENT

The agency also borrows funds throuagh the issuance of
long~term bonds secuted by the agency. ~“he federal Govern-
ment was not involved in the issuance of, rnor does it
quarantee the agency's bonds, nor is it involved in the
administration of the bond proceeds.

According to the agreement between the federal Govern-
ment and the agencv, the agency will provide one~fourth of
net croject costs, either as cash or noncash grants-in-aid.
Cu:rently, the agency has provided about 3221,000 cash
grants-in-aid and about $11 million in noncash grants-in-aid.
The noncash grants~in-aid were financed by the agencv almost
totally through the issuance of long-term bonds, referred to
as tax allocaticn bonds.

The agency has issued ivo series of tax allocation
bondsl for financing the Central City Project No. l. The
principal amounts of the two series, issued in 1971 ana 1973,
were $13,500,000 and $14,800,000, respectively., Tax alloca-
tion bonds issued by the agency are obligations of that
organization and are not debts of the Federal Government,
the city, or any other public body,

Before it is;ued the first series of tax allocation
bonds, the agency issued snort-term promissory notes having
an aggregate obrincipal amount of 510,500,000, There wa. no
federal involvement in this transaction. The notes were
dated fugust 15, 1970. and were due August 15, 1971, The
notes were issued for the ourpose of providing interim
financing for the agency's shate of Central City No. 1
project costs., Interim financing was necessary because at
that time the depressed bon® marxet precluded the sale of
tax allocation bonds.

Proceeds from the initial serics of tax allocation
bonds issued by thz2 agency were used to retire the entire
amount of the anove-mentioned nromissory notes. The bonds
had an aggcegate principal amount of $13,%500,000 and

lBond issues secured by a pledge of tax revenues created by

increased assessed valuations as a result of redevelopment.
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carried the max.~um allowable annual interest rate of 7
percert. Tae bonds were dated februarv 15, 1971, and their
maturity date was February 15, 1996.

In 1973 the agency tooxk action to retire the 1971 tax
allocation bonds by issuing a second series of tax alloca-
tion bonds at a lower rate of interest. In December 1973
the agency =0ld 522,.3 million worth of tax allocation bonds
consisting of $14.8 millicn of Central City bonds carrying
a 6.5-percent interest rate and $7.5 millien of Meadowbrook
project bonds carrying a 6.25-percent interest rate, The
bonds were dated September ., 1973, and will macure from
September 1, 1981, through eotember 1, 2006, The proceeds
from the Central City bonds were used to refinance the $13.5
miliion worth of Central City bonds issued in February 1971.

Actions of agency officials

On the basis of our review of the agency's records rela-
tive t> the above-discussed financing and retinancing of the
agencv's debts, we found no evidence of improver involvement
oy agency officials or by Mr. Hodgdon in these transactions.

ACQUISITION OF LAND

In accordance with your reques-, our review or the
acquisition of land by the agency forused on whethet the
activities of Mr. Hodgdon ur other arvtency officials were in
violation of the conflict-of-interest provision in the grant
contract between the agency a. 4 4UD,

The Central City Project No. 1 loan and capital gra-c
contract between the agency and HUD, signed March 21, 1967,
contains the following conflict-of-interest clause dealing
with activities and interest of agency oersonnel.

“The Local Public Agency will adoot and enforce
measures apvProwu.iite to assure that no member
of its governing body and no other officer or
employee of the Local rublic Agency who exer-
clses any functions or responsibilities in con-
nection with the carrying out of the Project
shall, prior to the coapletion of the Pruject,
voluntarily acquire any personal interest,
direct or indii~ct, in any property included

in the Urban Renewal Areca, or in any contract
or vroposed contract in connection with the
vadertaking of the Project. If any such
me.aber, officer, or ciployece present.y owns

or controls, or in the future involuntarily
acquires, any such personal interest, he

BEST DOCUMENT AVAILABLE



B-113718

shal. immediately disclose such interest to the
Local Public Agerzy. Upon such disclosure such
member, officer, or emoloyee shall not vartici-
pate in any action by the Local Public Agency
affecting the vadertaking of the Project unless
the Local Public Agency shzll determine that,
in the light of such pcorsonal interest, the
participation of such member in any such action
would not be contrary to the public interest.
The Local Public Agency will promotly advise
tne 3ecretary of the facts and circumstances
concerning any disclosure of interest made to
it pursuant to this subsection.”

In determining whether there were any violations of
this contract provision in the acquisition of Droject land,
we compared a list of the sellers of this land to a list of
all top management officials who were employed by the agency
during the period when the property was acquired. A total
of 321 parcels were acquired by the agency.

On the basis of this comparison, we found no cases
where agency officials had an interest in project land being
acquired. However, the executive director of the agency
told us of one case in which an agency board member,

Mr. Sanford H. Wein, had an interest in property located
within the Central City onroject area. Mr. Wein was a hoard
member from January 12, 1367, through November 15, 1371.

At tne time of his aopointment, Mr. Wein submitted a letter
to tne agency disclosing his interest in the vproject area,
and subsequenzly the information was disclosed to HUD. On
May 20, 1968, following corresnondence between the agency
and HUD, the agency adooted ¢ resolution declaring that

Mr. Wein's particivation was not in violation of the loan
axd grant contract and was not contrary to public interest,

PUBLICATIONS

-

As you requested we examined into the costs of
publications publicizing the activities of the agency and
determined whether Federal funds were used to finance the
cost of publications for local non-federal projects.

Federally assisted projects

Promot ional oublications are eligible for federal
reimrursement of costs and wcere included in the agency's
annual adainistrative bucget for the Central City oroject.
Tha pnblications consist of annual renorts, develoner
brochures and packets, and other informational materiai,
As shown in the annual administ:ative budgets, the agency

7
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epeat about 347,000 for oromotional-tyve oublications during
fiscol vears 1967 taroughh 1975, Additional publications
financed with rFederal funds have been orepared for the agen:y
but were nu: ldentlfled in the administrative budget, These
reports, however, were considered studies necessary f{or coin-
pleting redevelopment activities and as such were not con~-
sidered an administirative cost and were rnot for the express
purvose of publicizing the project.

Local projects

Through examineticn of accounting records and discus-
sions with agency orficials, we determined that oublications
vertaining to lccal vrojects were financed with local funds.
Federal funds werz not used to opublicize local vroiects.

For examols, oublication costs of the “Plan of Deve.opment-
Interim Revort, San Bernardino Overall Central City Area,”
(discussed on »n. 2), prepared by Gruen Assoc.iates under con-
tract to the agency, totaled about $242,000. The costs were
traced to the local fund cost lzdagers and were identified

as being paid for with local funde.

AUDITS OF CEHNTRAL CiTY PROJECT NO. 1

The Cencral City Project No. 1 has been subject to
prior audits by HUD, our Office, and an indevendent acccunt-
ing firm. The audits nave guestioned the =ligibility of
certain oroject expencdituras, but they heve not disclosed
any other improoriety in program administration by agency
officials.

JD audits

The agency maintains a separate set of accounting
records for administration of Federal funds for the Central
City Project No, 1, HUD has made two audits of the rooks
and records of the caency p.rtaining ta the Centrcl City
Project No. L. funds. The examinations included (1) a
determinatica of the degree of comoliance by the agency
with the terms and conditions of the contract, pertinent
HUD regulations, palicies and procecures, and agency regu-
lations and procedures, (2) an evain-tion of internal
controls, including a review of the accuracy and condition
of the accounting records, and (3) a rletermination of the
eligibility of project expenditures

The firsu atdit revort dated Februarw 25, 1972,
coverad the per.»d Aigust 1369 through Gerober 1971, The
ar.quisition cost < the city hall mrovperty was tne
Jrincipal expenditure questioned by this audit. The source
of controversy on this issue was the diffeience between
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the HU, approveo price ($331,125) for the proverity and the
amount awarded by the court (35525,000) throuat mandatory
condemnat von oroceedings. The sgency cnargzd the total
court-ordered orice to project expeaditures; however, HUD
auditecrs did not telieve the $193,875 in excess of the
HUD~an,_ tuved nrice was an sllowable project expense, After
about 2 vewrs, NUL finally accepted the court-orderced price
as an allowable projuct cost in order to facilitate the
closeout of the vroje.t.

The zecond aucit report datv ~ Uctobhe- 31, 1975, crvered
the pericd Novewmber 1971 through Juac 1975. The orimarv
finding of this ¢udit was that adiinictrctive costs were uot
beiry allorated betw-.en Fedcial and non-federal activities.
Therefcre, the auditors questioned the entire 1,044,228
charged to administrative costs during the veriod and
reconmmended that tne HUO Area Director ‘n Los Angeles
determine what portion of those costs weve cligible for
Pederal reimbursemcnt.

A HUD official i~ the Los Angeles area cffice said that
the agency woild bLe directed to prorate the $),044,223 in
administrative costs to Fedetal and non-federal wrojects on
an equitable allocation basis., After an acceot-ile alloca-
tion has reen made, the agency must r-imburse HUD for those
cests not eligible for Federal reimbursement. Ar of
february 1976, an acccotable method for allocating the
administrative costs nad not beer agreed to oy the agency
and HID,

GAQ rev.ews

Prior GAO teviews of the Central City Project No, 1
were conducced in tesvonse to congressional requests from
former Conqgrescman Jerry Pettis dated Octoker 9, 1968, and
Marcn 20, 1969, and resulted in reports dated June 3, 1969,
and December 31, 196Y, resvectively. Qur first review was
primarily directed toward ascertaining (1) whetner disvosi-
tinon of land te the major develover of the vroject, the
Central City Company, had been carried out according to
HUD regulations and (2) whether Mr. Hodgdon was involved in
dealings with Mr. Jonn Curci as a principal in the Central
City Company which constituted conflict of interest. Our
second review dealt with whether acquisition orices had
heen establisned according to HUD requlations,

The findings of these reviews of the agency were as
follows:

. ™
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1. The agency had substantiallv comnlied witn #HUD's
land disposal recuirements in the sal- of land to
the Central City Company,

2. Mr., Hodgdon hnad pernonal dealinas with ¥r. .urci
while Mr. Hodgdon w. a member of the agency.
However, HUD ruled th . these dealings were not
a conflict of inter. st on the nart of Mr. Hodgdon.

3. Th2 ay~=ncy had establisned acquisitinn prices
srbstantially in accordanc2 with HUD 'equliations.
81t we believed there wete instances in wnich the
égency or 1UD should have reguired an additional
appraisal cue to wide variances bhetween anpiraised
value in tre two initial appraisals.

- —/

Indevendent audits

o o~ o~ P Yo Y k]

The ac <nCy maintains a separate set af accouat ing
records for local funds derived primarily from the :aln of
tax allocation bonds. These records are audited annually
b'* an indevendent oublic accounting firm.

"
il

We reviewed the last three annual examinatiors .f
financial statements for the Centras City Project MNe, 1.
These reworts did not indicate any imoroorietv on the vart
of the agency in administering these local funds.

As your office requested, we did not giva> HUD or agencwy
officials an vuportunity to formally review and comment on
the matters discussed in this report, However, we have
discussed these matters with officials of these organizations
and have included their com.ents where appropriate,

P\rc]y your /%ﬁliﬁli{

Comptroller General
of the United States
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